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THE  NATIONAL  CITY  BANK 

OF  NEW  YORK 
MAY,  1916 


Foreign  Branches 


To  facilitate  commercial  transactions,  and  to  develop 
American  international  trade,  THE  NATIONAL  CITY 
BANK  of  New  York,  has  established  branches  in  : 

BUENOS  AIRES  HAVANA 
SANTOS  SANTIAGO 
MONTEVIDEO  SAO  PAULO 

RIO  DE  JANEIRO 

Through  an  arrangement  with  the  International  Banking 
Corporation,  the  facilities  of  that  bank  and  its  branches 
are  at  the  disposal  of  THE  NATIONAL  CITY  BANK 
and  its  customers.    These  branches  are  located  in  : 


BOMBAY 

CALCUTTA 

CANTON 

CEBU 

COLON 


HANKOW 
HONG  KONG 
KOBE 
LONDON 
MANILA 


PANAMA 

TIENTSIN 

PEKING 

SINGAPORE 

SHANGHAI 


SAN  FRANCISCO 


YOKOHAMA 


Through  these  branches,  in  addition  to  general  banking, 
the  following  services  are  offered:  To — 


INVESTIGATE  and  report  upon 
the  market  possibilities  of 
various  goods  in  the  localities 
where  we  have  branches. 

AID  in  the  selecting  of  local 
agents  and  suggest  dealers 
for  particular  lines  of  trade. 

SUGGEST  the  terms  of  pay- 
ment effective  in  these  mar- 
kets. 


SUPPLY  information  regarding 
the  responsibility  and  stand- 
ing of  foreign  merchants  and 
importers. 

SUGGEST  the  names  of  com- 
mission houses  and  forward- 
ers who  are  experienced 
in  such  localities  as  our 
clients  might  desire  to  cover. 


ACCEPTANCES 


THE  use  of  Acceptances  affords  a  subject  of  in- 
creasing interest  to  bankers  and  the  business 
public  generally.  For  the  convenience  of  those 
interested  the  National  City  Bank  of  New  York  has 
collected  and  presents  herewith  all  the  official  docu- 
ments issued  by  the  Federal  Reserve  Board,  bearing 
on  the  subject,  to  date. 

Owing  to  the  laws  that  were  in  existence  for 
years  past,  the  commercial  community  of  the  United 
States  was  deprived  of  the  use  of  one  of  the  most 
essential  instruments  of  commerce,  namely,  the  bank 
acceptance.  This  condition  has  been  remedied  by  the 
passage  of  the  Federal  Reserve  Act,  which  permits 
National  Banks  to  accept  bills  maturing  at  a  future 
date  where  they  grow  out  of  transactions  involving 
the  importation  or  exportation  of  commodities — that 
is,  relating  to  foreign  commerce  only.  A  bill  is  now 
pending  in  Congress  extending  this  privilege  to  drafts 
growing  out  of  domestic  transactions. 

The  use  of  this  authority  to  accept  time  bills  has 
been  of  great  value  in  financing  the  foreign  business 
of  this  country.  In  former  years,  there  was  no  mar- 
ket in  American  exchange  other  than  an  arbitrary 
one  and  the  price  was  dictated  by  the  foreign  banker. 
Now,  however,  dollar  credits  are  becoming  more 
favorably  known  throughout  the  world,  and  American 
exchange  in  far  away  countries  ranks  equally  with 
all  other  exchanges  and  the  parity  is  based  absolutely 
upon  the  factors  governing  the  rates  of  exchange 
generally.  As  our  foreign  trade  increases,  and  its  pres- 
ent volume  is  sustained,  we  may  expect  that  such 
credits  will  be  more  liberally  used,  as  they  provide  the 
logical  and  much  needed  method  of  financing  our 
foreign  business. 


Our  merchants,  when  selling  goods  to  foreign 
customers,  should  endeavor  to  have  the  purchaser  es- 
tablish a  dollar  credit  against  which  the  sellers  may 
draw  when  shipping  their  goods ;  also,  our  merchants, 
when  purchasing  commodities  in  other  countries, 
should  endeavor  to  have  foreign  dealers  accept  re- 
imbursement through  dollar  credits  established  by  the 
purchaser  in  this  country.  Since  dollar  exchange  is 
now  quoted  in  all  the  leading  markets  at  full  exchange 
parity,  a  foreign  dealer  is  able  to  sell  readily  his  dollar 
bills  when  drawn  on  prime  banks.  The  foreign  bank 
purchasing  the  bills  will  send  them  to  its  American 
correspondent  to  be  presented  for  acceptance  and,  in 
most  cases,  discounted.  At  maturity,  our  merchant 
will  be  required  to  put  his  bank  in  funds  with  which 
to  take  up  the  bill.  In  both  of  these  operations  the 
"risk  of  exchange"  is  eliminated,  as  far  as  the  Ameri- 
can merchant  is  concerned,  since  payment  is  made  or 
received,  as  the  case  may  be,  in  dollars,  the  value  of 
which  in  our  terms  does  not  fluctuate. 

When  a  bill  of  exchange  is  accepted  it  becomes 
primarily  the  obligation  of  the  acceptor  and  is  then 
available  for  discount  in  the  open  market  at  a  rate 
depending  upon  the  strength  and  standing  of  the  ac- 
ceptor, which  is  obvious  in  the  case  of  a  first  class 
bank. 

It  will  be  readily  seen  that  the  question  of  accept- 
ances is  one  of  really  great  moment  to  those  trans- 
acting foreign  business.  It  will  become  a  matter  of 
more  importance  as  our  foreign  trade  increases. 

A  discount  market,  which  is  becoming  more 
active  as  the  volume  of  acceptances  increases,  has 
been  established  in  New  York,  and  the  holder  of  prime 
acceptances  should  experience  no  difficulty  in  dispos- 
ing of  them  at  favorable  rates. 

The  National  City  Bank  of  New  York,  with  its 
branches  in  South  America  and  the  West  Indies,  and 
its  affiliations  with  banking  interests  throughout  the 
world,  and  the  International  Banking  Corporation, 
with  its  branches  in  the  Far  East,  offer  exceptional 
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facilities  to  those  doing  a  foreign  business.  They  will 
be  pleased  to  advise  with  those  interested  in  establish- 
ing or  extending  this  class  of  business. 


The  National  City  Company  offers  its  services 
as  a  discount  house  to  those  having  prime  acceptances 
they  wish  to  discount,  and  to  those  in  the  market  for 
an  investment  of  this  character,  and  will  gladly  quote 
rates  upon  request  for  "spot"  acceptances  or  for  ac- 
ceptances to  arrive. 

The  National  City  Company,  located  at  No.  55 
Wall  Street,  New  York,  is  a  corporation  organized 
under  the  laws  of  the  State  of  New  York,  with  a 
capital  and  surplus  in  excess  of  $13,000,000. 

THE  NATIONAL  CITY  BANK  OF  NEW  YORK. 


ILLUSTRATIONS 

The  specimen  bills  shown  in  the  accompanying  illustrations  are 
from  forms  actually  used. 

It  is  not  necessary  that  the  bill  follow  exactly  the  language  of 
these  forms. 

On  the  bill  drawn  in'  a  foreign  country  the  nature  of  the  merchan- 
dise and  very  often  the  steamer  name  and  the  markings  are  included  in 
the  description  of  the  articles  against  which  the  bill  is  drawn;  the  only 
purpose  of  this  is  to  make  it  easy  for  the  accepting  bank  to  place  the 
draft  against  the  proper  credit.  The  name  of  the  firm,  "Blank,  Doe 
and  Jones"  usually  represents  the  original  purchaser  or  discounter  of 
the  bill.  This  purchaser  is  almost  invariably  either  a  bank  or  a  dis- 
counting house. 

On  the  bill  drawn  locally  the  maker  signs  the  bill  and  draws  it 
under  a  credit  which  John  Doe  and  John  Smith  Co.  have  arranged  with 
the  bank.  The  maker  has  this  accepted  and  either  sells  or  discounts 
it  and  thereby  receives  payment  for  the  "Dye  Stuffs"  sold  to  John 
Doe  and  John  Smith  Co.  At  maturity  the  bank  will  look  to  John  Doe 
and  John  Smith  Co.  direct  or,  if  the  credit  is  a  guaranteed  one,  to 
the  guarantors,  for  settlement. 
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Circulars  and  Regulations 
on  Acceptances 

ACCEPTANCE  BY  MEMBER  BANKS 
Circular  No.  12 ,  Series  of  191 5.  April  2,  1915. 

By  act  of  Congress  approved  March  3,  191 5,  section  13 
(pars.  3,  4  and  5  of  the  Federal  Reserve  Act)  was  amended  and 
reenacted  so  as  to  read  as  follows : 

Any  Federal  reserve  bank  may  discount  acceptances 
which  are  based  on  the  importation  or  exportation  of  goods 
and  which  have  a  maturity  at  time  of  discount  of  not  more 
than  three  months  and  indorsed  by  at  least  one  member  bank. 
The  amount  of  acceptances  so  discounted  shall  at  no  time  ex- 
ceed one-half  the  paid-up  and  unimpaired  capital  stock  and 
surplus  of  the  bank  for  which  the  rediscounts  are  made,  except 
by  authority  of  the  Federal  Reserve  Board,  under  such  general 
regulations  as  said  Board  may  prescribe,  but  not  to  exceed  the 
capital  stock  and  surplus  of  such  bank. 

The  aggregate  of  such  notes  and  bills  bearing  the  signa- 
ture or  indorsement  of  any  one  person,  company,  firm  or  cor- 
poration rediscounted  for  any  one  bank  shall  at  no  time  exceed 
ten  per  centum  of  the  unimpaired  capital  and  surplus  of  said 
bank;  but  this  restriction  shall  not  apply  to  the  discount  of 
bills  of  exchange  drawn  in  good  faith  against  actually  existing 
values. 

Any  member  bank  may  accept  drafts  or  bills  of  exchange 
drawn  upon  it  and  growing  out  of  transactions  involving  the 
importation  or  exportation  of  goods  having  not  more  than  six 
months'  sight  to  run;  but  no  bank  shall  accept  such  bills  to 
an  amount  equal  at  any  time  in  the  aggregate  to  more  than 
one-half  of  its  paid-up  and  unimpaired  capital  stock  and  sur- 
plus, except  by  authority  of  the  Federal  Reserve  Board,  under 
such  general  regulations  as  said  Board  may  prescribe,  but  not 
to  exceed  the  capital  stock  and  surplus  of  such  bank,  and  such 
regulations  shall  apply  to  all  banks  alike,  regardless  of  the 
amount  of  capital  stock  and  surplus. 

In  order  to  give  effect  to  the  above  amendment  of  the 
law,  the  Federal  Reserve  Board  issues  the  appended  Regula- 
tion K,  series  of  191 5,  stating  the  conditions  under  which  mem- 
ber banks  may  accept,  up  to  100  per  cent,  of  their  capital  and 
surplus,  drafts  or  bills  of  exchange  growing  out  of  trans- 
actions involving  the  importation  or  exportation  of  goods 
and  having  not  more  than  six  months'  sight  to  run. 
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Regulation  K,  Series  of  igi 5.  April  2,  19/5 

Member  bank  may  accept  drafts  Any  member  bank  may  ac- 

or  bills  of  exchange  drawn  cept  drafts  or  bills  of  exchange 

upon  it —  drawn  upon  it  having  no  more 

(a)  Having  no  more  than  6  than  six  months'  sight  to  run 
months  to  run.  and  growing  out  of  transac- 

(b)  Growing  out  of  importation  !ions  involving  the  importa- 
or  exportation  transactions.  tlon+  or  exportation  of  goods 

f  \  rj,  i  r        t     7     ,    up  to  an  amount  not  exceeding 

to  To  amount  of  its  capital  and    the       ^  and        lug  Qf  ^ 

™rP1™-  bank)  prided  that— 

Provided  Bank—  (0  Every  such  bank  shall  pos- 

r  ^\   r,  .    ,  .    ,  sess  an  unimpaired  surplus  of 

U)  Possesses  unimpaired  sur-     not  less  than  2Q         ^  of 

Plus  of  20  per  cent,  of  its    its     id.in  itaL 

paid-m  capital.  (g)  Eyery  guch  bank  shaU  file 

U)  Files  formal  application     formal   application    with  the 
with  its  Reserve  Bank.  Federal  reserve  bank  of  its  dis- 

(3)  Has  application  first  ap-    trict,  which  shall  report  to  the 
proved  by  Board.  Federal  Reserve  Board  upon 

the  standing  of  such  applicant, 
stating  also  whether  the  business  and  banking  conditions 
prevailing  in  the  district  warrant  the  granting  of  such  appli- 
cations in  said  district. 

(3)  Every  such  application  shall  first  have  been  approved 
by  the  Federal  Reserve  Board. 

Approval  of  any  such  application  may  be  rescinded  and 
modifications  of  this  regulation  may  be  made  by  the  Federal 
Reserve  Board  upon  notice  of  90  days  to  the  bank  or  banks 
thereby  affected. 

BANKERS'  ACCEPTANCES 
Circular  No.  18,  Series  of  1915.  September  7,  1915. 

In  its  circular  of  February  8,  1915,  accompanying  publi- 
cation of  its  first  comprehensive  regulation  (Regulation  D, 
series  of  1915)  on  acceptances,  the  Board  used  the  following 
language : 

"The  acceptance  is  still  in  its  infancy  in  the  field  of  Ameri- 
can banking.  How  rapid  its  development  will  be  can  not  be 
foretold ;  but  the  development  itself  is  certain.  Opportunity  is 
given  by  the  Federal  Reserve  Act  to  assist  the  movement  in 
this  new  direction ;  the  present  regulations  are  to  be  regarded 
as  a  first  step  and  will  be  extended  as  circumstances  and  a 
reasonable  regard  for  the  other  uses  and  needs  of  the  credit 
facilities  of  the  Federal  reserve  system  may  warrant." 

In  pursuance  of  this  policy  the  Board,  after  prolonged  and 
careful  consideration  of  the  matter  in  all  its  phases,  has  reach- 
ed the  conclusion  that  the  time  is  at  hand  for  an  extension 
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of  its  acceptance  regulation,  as  provided  in  the  appended 
regulation  (R). 

Regulation  R,  Series  of  1915.  September  7,  1915. 

I.  Definition 

In  this  regulation  the  term  "acceptance"  is  defined  as  a 
draft  or  bill  of  exchange  drawn  to  order,  having  a  definite 
maturity,  and  payable  in  dollars,  in  the  United  States,  the  obli- 
gation to  pay  which  has  been  accepted  by  an  acknowledgment 
written  or  stamped  and  signed  across  the  face  of  the  instru- 
ment by  the  party  on  whom  it  is  drawn ;  such  agreement  to  be 
to  the  effect  that  the  acceptor  will  pay  at  maturity  according 
to  the  tenor  of  such  draft  or  bill  without  qualifying  conditions. 

77.    Statutory  Requirements  Under  Sections  13  and  14 

Section  13  of  the  Federal  Reserve  Act  as  amended  provides 
that— 

(a)  Any  Federal  reserve  bank  may  discount  accept- 
ances— 

(1)  Which  are  based  on  the  importation  or  exporta- 

tion of  goods ; 

(2)  Which  have  a  maturity  at  time  of  discount  of 

not  more  than  three  months ;  and 

(3)  Which  are  indorsed  by  at  least  one  member  bank. 

(b)  The  amount  of  acceptances  so  discounted  shall  at  no 
time  exceed  one-half  the  paid-up  capital  stock  and  surplus  of 
the  bank  for  which  the  rediscounts  are  made,  except  by 
authority  of  the  Federal  Reserve  Board  and  of  such  general 
regulations  as  said  Board  may  prescribe,  but  not  to  exceed  the 
capital  stock  and  surplus  of  such  bank. 

(c)  The  aggregate  of  notes  and  bills  bearing  the  signa- 
ture or  indorsement  of  any  one  person,  company,  firm,  or  cor- 
poration rediscounted  for  any  one  bank  shall  at  no  time  exceed 
10  per  cent,  of  the  unimpaired  capital  and  surplus  of  said  bank ; 
but  this  restriction  shall  not  apply  to  the  discount  of  bills  of 
exchange  drawn  in  good  faith  against  actually  existing  values. 

Section  14  of  the  Federal  Reserve  Act  permits  Federal 
reserve  banks,  under  regulations  to  be  prescribed  by  the  Fed- 
eral Reserve  Board,  to  purchase  and  sell  in  the  open  market 
bankers'  acceptances,  with  or  without  the  indorsement  of  a 
member  bank. 

///.  Ruling 

The  Federal  Reserve  Board,  exercising  its  power  of  regu- 
lation with  reference  to  paragraph  II  (b)  hereof,  rules  as 
follows : 

Any  Federal  reserve  bank  shall  be  permitted  to  discount 
for  any  member  bank  "bankers'  acceptances"  as  hereinafter 
defined  up  to  an  amount  not  to  exceed  the  capital  stock  and 
surplus  of  the  bank  for  which  the  rediscounts  are  made. 
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IV.  Eligibility 

The  Federal  Reserve  Board  has  determined  that,  until 
further  order,  to  be  eligible  for  discount  under  section  13,  by 
Federal  reserve  banks,  at  the  rates  to  be  established  for 
bankers'  acceptances: 

(a)  Comply  with  paragraph  II \ 


a,  b)  c. 

(b)  Made  by  member  bank  or 
party  engaged  in  accepting 
or  discounting  business. 


(a)  Acceptances  must  com- 
ply with  the  provisions  of  par- 
agraph II  (a),  (b),  (c)  hereof; 

(b)  Acceptances  must  have 
been  made  by  a  member  bank, 
non-member  bank,  trust  com- 
pany, or  by  some  firm,  person,  company,  or  corporation  en- 
gaged in  the  business  of  accepting  or  discounting.  Such 
acceptances  will  hereafter  be  referred  to  as  "bankers'  "  accept- 
ances ; 

(c)  Drawn  by  party  directly 
connected  with  transaction  in- 
volved or  by  a  '  ^  banker. ' ' 

Must  not  be  renewed  after  goods 
have  been  surrendered — . 

(l)  Except  for  such  period  as 
agreed  as  a  condition  at  time 
of  original  credit. 

Provided  condition  does  not  com- 
pel renewal. 


(c)  A  bankers'  acceptance 
must  be  drawn  by  a  purchaser 
or  seller  or  other  person,  firm, 
company,  or  corporation  di- 
rectly connected  with  the  im- 
portation or  exportation  of  the 
goods  involved  in  the  transac- 
tion in  which  the  acceptance 
originated,  or  by  a  "banker." 
The  bill  must  not  be  renewed 
after  the  goods  have  been  sur- 
rendered to  the  purchaser  or 
consignee,    except    for  such 

reasonable  period  as  may  have  been  agreed  upon  at  the  time 
of  the  opening  of  the  credit  as  a  condition  incidental  to  the 
importation  or  exportation  involved,  provided  that  the  bill 
must  not  contain  or  be  subject  to  any  condition  whereby  the 
holder  thereof  is  obligated  to  renew  the  same  at  maturity. 

(d)  A  bankers'  acceptance 
must  bear  on  its  face  or  be 
accompanied  by  evidence  in 
form  satisfactory  to  a  Federal 
reserve  bank  that  it  originated 
in,  or  is  based  upon,  a  transac- 
tion or  transactions  involving 

the  importation  or  exportation  of  goods.  Such  evidence  may 
consist  of  a  certificate  on  or  accompanying  the  acceptance  to 
the  following  effect: 

"This  acceptance  is  based  upon  a  transaction  involving  the 

importation  or  exportation  of  goods.    Reference  No.  . 

Name  of  acceptor  ." 


(d)  Bear  evidence  it  originated 
in  or  based  upon  importation 
or  exportation  of  goods.  Evi- 
dence may  consist  of  certifi- 
cate, as  quoted. 
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(e)  Other  than  those  of  mem- 
ber banks  eligible  only  if  ac- 
ceptors agree  in  writing  to 
furnish  information  concern- 
ing nature  of  transactions. 


(e)  Bankers'  acceptances, 
other  than  those  of  member 
banks,  shall  be  eligible  only- 
after  the  acceptors  shall  have 
agreed  in  writing  to  furnish  to 
the  Federal  reserve  banks  of 
their  respective  districts,  upon 

request,  information  concerning  the  nature  of  the  transac- 
tions against  which  acceptances  (certified  or  bearing  evi- 
dence under  IV  (d)  hereof)  have  been  made. 

(f)  A  bill  of  exchange  ac- 
cepted by  a  "banker"  may  be 
considered  as  drawn  in  good 
faith  against  "actually  existing 
values,"  under  II  (c)  hereof, 
when  the  acceptor  is  secured 

by  a  lien  on  or  by  transfer  of  title  to  the  goods  to  be  trans- 
ported or  by  other  adequate  security. 

(g)  Except  in  so  far  as  they 
may  be  drawn  in  good  faith 
against  actually  existing  val- 
ues, as  under  (f),  the  bills  of 
any  one  drawer  drawn  on  and 
accepted  by  any  firm,  person, 
company,  or  corporation  (other 
than  a  bank  or  trust  company) 
engaged  in  the  business  of  dis- 
counting and  accepting,  and 
discounted  by  a  Federal  re- 
serve bank,  shall  at  no  time  exceed  in  the  aggregate  a  sum 
equal  to  a  definite  percentage  of  the  paid-in  capital  of  such 
Federal  reserve  bank;  such  percentage  to  be  fixed  from  time 
to  time  by  the  Federal  Reserve  Board. 

(h)  The  aggregate  of  ac- 
ceptances of  any  firm,  person, 
company,  or  corporation  (other 
than  a  bank  or  trust  company) 
engaged  in  the  business  of  dis- 
counting or  accepting,  dis- 
counted or  purchased  by  a  Fed- 
eral reserve  bank,  shall  at  no 
time  exceed  a  sum  equal  to  a 
definite  percentage  of  the  paid- 
in  capital  of  such  Federal  reserve  bank;  such  percentage  to 
be  fixed  from  time  to  time  by  the  Federal  Reserve  Board. 


(  f )  Considered  draw?i  in  good 
faith  when  acceptor  is  secured 
by  lien  on  or  transfer  of  title 
to  goods  or  other  adequate 
security. 


(g)  Except  as  (/)  bills  of  one 
drawer  drawn  on  and  accepted 
by  party  {other  than  bank  or 
trust  company)  engaged  in 
discounting  and  accepting 
business  shall  at  no  time  ex- 
ceed perce?itage  of  paid-i?i 
capital  of  Reserve  Bank  as 
fixed  by  Board. 


(h)  Aggregate  of  acceptances 
of  any  party  {other  than  bank 
or  trust  company)  engaged 
in  discounting  and  accepti?ig 
business  shall  at  no  time 
exceed  percentage  of  paid-i?i 
capital  of  Reserve  Bank  as 
fixed  by  Board. 


V.   Policy  As  to  Purchases 
While  it  would  appear  impracticable  to  fix  a  maximum 
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sum  or  percentage  up  to  which  Federal  reserve  banks  may- 
invest  in  bankers'  acceptances,  both  under  section  13  and 
section  14,  it  will  be  necessary  to  watch  carefully  the  aggre- 
gate amount  to  be  held  from  time  to  time.  In  framing  their 
policy  with  respect  to  transactions  in  acceptances,  Federal 
reserve  banks  will  have  to  consider  not  only  the  local  demands 
to  be  expected  from  their  own  members,  but  also  require- 
ments to  be  met  in  other  districts.  The  plan  to  be  followed 
must  in  each  case  adapt  itself  to  the  constantly  varying  needs 
of  the  country. 

TRADE  ACCEPTANCES 
Circular  No.  16,  Series  of  19 15.  July  15,  19 15. 

By  Regulation  B,  series  of  1915,  the  Board  has  prescribed 
the  conditions  upon  which  commercial  paper  may  be  redis- 
counted  with  Federal  reserve  banks   *    *  * 

These  trade  acceptances  are  more  particularly  defined  in 
the  appended  Regulation  P,  series  of  1915,  and  in  promul- 
gating it  the  Board  expresses  the  belief  that  it  will  consider- 
ably enlarge  the  scope  of  service  of  Federal  reserve  banks 
and,  incidentally,  assist  in  developing  a  class  of  "double-name" 
paper,  which  has  shown  itself  in  so  many  countries  a  desirable 
form  of  investment  and  an  important  factor  in  modern  com- 
mercial banking  systems. 

Regulation  P,  Series  of  191 5.  July  15,  19 15. 

I.  Definition 

In  this  regulation  the  term  "trade  acceptance"  is  defined 
as  a  bill  of  exchange  of  the  character  hereinafter  described, 
drawn  to  order,  having  a  definite  maturity  and  payable  in 
dollars  in  the  United  States,  the  obligation  to  pay  which  has 
been  accepted  by  an  acknowledgment,  written  or  stamped 
and  signed,  across  the  face  of  the  instrument  by  the  company, 
firm,  corporation,  or  person  upon  whom  it  is  drawn;  such 
agreement  to  be  to  the  effect  that  the  acceptor  will  pay  at 
maturity,  according  to  its  tenor,  such  draft  or  bill  without 
qualifying  conditions. 

II.    Character  of  Paper  Eligible 
A  trade  acceptance  to  be  eligible  for  rediscount,  under 
section  13,  with  a  Federal  reserve  bank  at  the  rate  to  be 
established  for  trade  acceptances — 

r  \  '  n    ■  j      j  l  l  (a)   Must  be  indorsed  by  a 

(a)  Be  indorsed  by  member  m^her  bank  acc0mpanied  by 
bank,  accompanied  by  waiver  q{  demand  notice  and 
of  demand,  notice  ana  protest.  protest 

(b)  Have  maturity  at  time  of  (b)  Must  have  a  maturity  at 
discount  of  not  more  than  90  the  time  of  discount  of  not 
days.  more  than  90  days. 
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O)  Be  accepted  by  purchaser  (c)  Must  be  accepted  by  the 

of  goods.  purchaser  of  goods  sold  to  him 

Sold  to  him  by  drawer.  hJ  the  drawer  of  the  bill,  and 

„             .    .  .   ,  , .  ,       .  the  bill  must  have  been  drawn 

Drawn  against  indebtedness  in-  indebtedness  expressly 

eurred  in  sueh  purchase.  inScurred  by  the  acceptor  in  the 

purchase  of  such  goods. 
777.    Method  of  Certifying  Eligibility 

Bear  evidence  drawn  by  Seller,        A  trade  acceptance  must  bear 
on  Purchaser.  on  its  face,  or  be  accompanied 

Evidence  may  consist  of  certifi-    by  evidence  in  form  satisfac- 
cate,  as  quoted.  toiT  to  the   Federal  reserve 

bank,  that  it  was  drawn  by  the 
seller  of  the  goods  on  the  purchaser  of  such  goods.  Such  evi- 
dence may  consist  of  a  certificate  on  or  accompanying  the 
acceptance,  to  the  following  effect:  "The  obligation  of  the 
acceptor  of  this  bill  arises  out  of  the  purchase  of  goods  from 
the  drawer."  Such  certificate  may  be  accepted  by  the  Federal 
reserve  bank  as  sufficient  evidence ;  provided,  however,  that 
the  Federal  reserve  bank,  in  its  discretion,  may  inquire  into 
the  exact  nature  of  the  transaction  underlying  the  acceptance. 


OPEN  MARKET  PURCHASES  OF  BANKERS' 
ACCEPTANCES 
Circular  No.  ig,  Series  of  1915.  November  29,  1915. 

In  Regulation  R,  series  of  191 5,  relating  to  the  discount 
of  bankers'  acceptances  based  on  the  importation  or  exporta- 
tion of  goods. 

The  appended  regulation  is  intended  to  cover  the  purchase 
in  the  open  market,  not  only  of  bankers'  acceptances  based  on 
the  importation  or  exportation  of  goods,  heretofore  covered  by 
Regulation  R,  but  also  the  purchase  of  certain  domestic  accept- 
ances authorized  by  certain  State  laws. 

The  Federal  Reserve  Board  has  determined  that  bankers' 
domestic  acceptances,  as  defined  and  restricted  in  the  appended 
regulation,  are  a  very  useful  type  of  paper,  and  the  Board  has 
not  felt  justified,  therefore,  when  admitting  State  banks  and 
trust  companies  into  the  Federal  reserve  system,  in  stipulating 
that  such  domestic  acceptances  should  not  be  continued  under 
reasonable  limitations  as  a  part  of  their  business. 

Inasmuch  as  the  making  of  these  domestic  acceptances 
has  been  recognized  by  the  Board  as  the  exercise  of  a  legiti- 
mate banking  function  when  authorized  by  law,  it  was  thought 
that  they  are  of  the  character  to  make  desirable  investments 
for  Federal  reserve  banks.  The  Board  has,  therefore,  issued 
the  appended  regulation,  not  only  embodying  the  authority 
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given  in  Regulation  R,  series  of  191 5,  to  purchase  bankers' 
acceptances  based  on  the  importation  or  exportation  of  goods, 
but  also  authorizing  the  purchase  of  bankers'  domestic  accept- 
ances within  the  limits  prescribed  in  the  appended  regulation. 

Regulation  S,  Series  of  igi 5.  November  29,  1915. 

I.  Definition 

In  this  regulation  the  term  "acceptance"  is  defined  as  a 
draft  or  bill  of  exchange  drawn  to  order,  having  a  definite 
maturity,  and  payable  in  dollars,  in  the  United  States,  the  obli- 
gation to  pay  which  has  been  accepted  by  an  acknowledgment 
written  or  stamped  and  signed  across  the  face  of  the  instru- 
ment by  the  party  on  whom  it  is  drawn ;  such  agreement  to  be 
to  the  effect  that  the  acceptor  will  pay  at  maturity  according 
to  the  tenor  of  such  draft  or  bill  without  qualifying  conditions. 

//.    Statutory  Requirements 

Section  14  of  the  Federal  Reserve  Act  permits  Federal 
reserve  banks,  under  regulations  to  be  prescribed  by  the  Fed- 
eral Reserve  Board,  to  purchase  and  sell  in  the  open  market 
bankers'  acceptances  with  or  without  the  indorsement  of  a 
member  bank. 

III.  Eligibility 

The  Federal  Reserve  Board  has  determined  that,  until  fur- 
ther notice,  to  be  eligible  for  purchase  under  section  14  at  the 
rates  to  be  established  for  the  purchase  of  bankers'  domestic 

and  foreign  acceptances : 

(a)  Made  by  party  engaged  (a)  Acceptances  must  have 
in  accepting  or  discounting  been  made  by  a  bank  or  trust 
business.  company,   or   by   some  firm, 

person,  company,  or  corpora- 
tion engaged  in  the  business  of  accepting  or  discounting.  Such 
acceptances  will  hereafter  be  referred  to  as  "bankers'  accept- 
ances" ; 


Foreign  Acceptances 

{b)  Drawn  by  party  directly 
connected  with  importation  or 
exportation  of  goods  involved 
or  by  a  "banker." 

Must  not  be  renewed  after  goods 
have  been  surrendered. 

(i)  Except  for  such  period  as 
agreed  as  a  condition  at  time 
o  f  original  credit. 


(b)  A  bankers'  foreign  ac- 
ceptance must  be  drawn  by  a 
purchaser  or  seller  or  other 
person,  firm,  company,  or  cor- 
poration directly  connected 
with  the  importation  or  expor- 
tation of  the  goods  involved  in 
the  transaction  in  which  the 
acceptance  originated,  or  by  a 
"banker."  The  bill  must  not  be 
renewed  after  the  goods  have 
been  surrendered  to  the  pur- 
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Provided  conditio?i  does  not 
compel  renewal. 

(c)  Bear  evidence  it  origi?iated 
in  or  based  upon  importation 
or  exportation  o /  goods .  Evi- 
dence may  consist  of  certifi- 
cate, as  quoted. 


chaser  or  consignee,  except  for 
such  reasonable  period  as  may 
have  been  agreed  upon  at  the 
time  of  the  opening  of  the 
credit  as  a  condition  incidental 
to  the  importation  or  exporta- 
tion involved,  provided  that  the 
bill  must  not  contain  or  be  sub- 


ject to  any  condition  whereby 
the  holder  thereof  is  obligated  to  renew  the  same  at  maturity; 

(c)  A  bankers'  foreign  acceptance  must  bear  on  its  face 
or  be  accompanied  by  evidence  in  form  satisfactory  to  a  Fed- 
eral reserve  bank  that  it  originated  in,  or  is  based  upon,  a 
transaction  or  transactions  involving  the  importation  or  ex- 
portation of  goods.  Such  evidence  may  consist  of  a  certificate 
on  or  accompanying  the  acceptance  to  the  following  effect: 

This  acceptance  is  based  upon  a  transaction  involving 

the  importation  or  exportation  of  goods.   Reference  No.  . 

Name  of  acceptor  . 


Domestic  Acceptances 

(d)  Based  on  transaction  cover- 
ing shipment  of  goods  evi- 
denced by  accompanyi?ig  ship- 
ping documents,  or  secured 
by  warehouse  receipt  issued 
by  warehouse  independe?it  of 
borrower,  or  by  pledge  oj 
goods  actually  sold. 


(<?)  Bear  evidence  based  on  tran- 
saction or  secured  by  receipt 
or  pledge  as  defined  i?i  III{d) . 
Evidence  may  consist  of  cer- 
tificate in  general  form  as 
quoted  in  III  (c) . 


(d)  hereof.  Such  evidence 
general  form  similar  to  that 

(/)  Other  than  those  of  mem- 
ber banks  eligible  only  if  ac- 
ceptors agree  in  writing  to 


(d)  A  bankers'  domestic  ac- 
ceptance must  be  based  on  a 
transaction  covering  the  ship- 
ment of  goods,  such  transac- 
tion to  be  evidenced  at  the  time 
of  acceptance  by  accompanying 
shipping  documents,  or  must  be 
secured  by  a  warehouse  receipt 
covering  readily  marketable 
staples  and  issued  by  a  ware- 
house independent  of  the  bor- 
rower; or  by  the  pledge  of 
goods  actually  sold; 

(e)  A  bankers'  domestic  ac- 
ceptance must  bear  on  its  face 
or  be  accompanied  by  evidence 
in  form  satisfactory  to  the  Fed- 
eral reserve  bank  that  it  is 
based  on  a  transaction  or  is 
secured  by  a  receipt  or  pledge 
of  the  character  defined  in  III 

may  consist  of  a  certificate  in 
suggested  in  III  (c)  hereof ; 

(f)  Bankers'  acceptances, 
other  than  those  of  member 
banks,  whether  foreign  or  do- 
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furnish  information  conce?  n- 
ing  nature  of  transactions. 


mestic,  shall  be  eligible  only- 
after  the  acceptors  shall  have 
agreed  in  writing  to  furnish  to 
the  Federal  reserve  banks  of 
their  respective  districts,  upon  request,  information  concern- 
ing the  nature  of  the  transactions  against  which  acceptances 
certified  or  bearing  evidence  under  III  (c)  and  (e)  hereof 
have  been  made ; 


(g)  Aggregate  of  bills  of  one 
drawer  shall  at  no  time  ex- 
ceed 10  per  cent,  of  unim- 
paired capital  and  surplus  of 
bank  or  trust  company  drawn 
on. 

Shall  not  apply  to  purchase  or 
discount  of  bills  drawn  in 
good  faith  against  actually 
existing  values. 


(g)  The  aggregate  of  bills,  do- 
mestic and  foreign,  of  any  one 
drawer,  drawn  on  and  accepted 
by  any  bank  or  trust  company 
and  purchased  or  discounted  by 
a  Federal  reserve  bank,  shall 
at  no  time  exceed  10  per  cent, 
of  the  unimpaired  capital  and 
surplus  of  such  bank  or  trust 
company,  but  this  restriction 


shall  not  apply  to  the  purchase 
or  discount  of  bills  drawn  in  good  faith  against  actually  ex- 
isting values ;  that  is,  bills  the  acceptor  of  which  is  secured 
by  a  lien  on  or  by  a  transfer  of  title  to  the  goods  to  be  trans- 
ported, or  by  other  adequate  security,  such  as  a  warehouse 
receipt,  or  the  pledge  of  goods  actually  sold; 

(h)  The  aggregate  of  bills, 
domestic  and  foreign,  of  any  one 
drawer,  drawn  on  and  accepted 


(h)  Aggregate  of  bills  of  one 
drawer,  drawn  on  party  {other 
than  bank  or  trust  company) 
engaged  in  discounting  or  ac- 
cepting business  shall  at  no 
time  exceed  percentage  of  paid- 
in  capital  of  Resei've  Bank  as 
fixed  by  Board. 

Shall  not  apply  to  purchase  or 
discount  of  bills  drawn  in 
good  faith  against  actually 
existing  values. 


by  any  firm,  person,  company, 
or  corporation  (other  than  a 
bank  or  trust  company),  en- 
gaged in  the  business  of  dis- 
counting or  accepting,  and  pur- 
chased or  discounted  by  a  Fed- 
eral reserve  bank,  shall  at  no 
time  exceed  a  sum  equal  to  a 
definite  percentage  of  the  paid- 
in  capital  of  such  Federal  re- 


serve bank,  such  percentage  to 
be  fixed  from  time  to  time  by  the  Federal  Reserve  Board; 
but  this  restriction  shall  not  apply  to  the  purchase  or  discount 
of  bills  drawn  in  good  faith  against  actually  existing  values ; 
that  is,  bills  the  acceptor  of  which  is  secured  by  a  lien  on  or 
by  a  transfer  of  title  to  the  goods  to  be  transported  or  by  other 
adequate  security,  such  as  a  warehouse  receipt,  or  the  pledge 
of  goods  actually  sold. 

(*')  Aggregate  of  bankers'  ac-        (i)  The  aggregate  of  bank- 
ceptanccs  of  any  party  {other    ers'  acceptances,  domestic  and 
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than  bank  or  trust  company)  foreign,  made  by  any  one  firm, 
engaged  in  discounting  or  ac-  person,  company,  or  corpora- 
cepting  business  shall  at  no  tion  (other  than  a  bank  or  trust 
time  exceedpercentage  of  paid-  company)  engaged  in  the  busi- 
in  capital  of  Reserve  Bank  as  ness  of  discounting  or  accept- 
fixed  by  Board.  ing,  purchased  or  discounted  by 

a  Federal  reserve  bank,  shall 
at  no  time  exceed  a  sum  equal 
to  a  definite  percentage  of  the  paid-in  capital  of  such  Federal 
reserve  bank ;  such  percentage  to  be  fixed  from  time  to  time 
by  the  Federal  Reserve  Board. 

No  Reserve  Bank  shall  purchase  No  Federal  reserve  bank 
an  acceptance  of  a  "banker"  shall  purchase  a  domestic  or 
other  than  member,  without  foreign  acceptance  of  a  "bank- 
indorsement  of  a  member,  er"  other  than  a  member  bank 
unless  furnished  satisfactory  which  does  not  bear  the  in- 
financial  statement  of  ac-  dorsement  of  a  member  bank, 
ceptor.  unless  there  is  furnished  a  sat- 

isfactory   statement    of  the 

financial  condition  of  the  acceptor  in  form  to  be  approved  by 

the  Federal  Reserve  Board. 

IV.    Policy  As  to  Purchases 

Federal  reserve  banks  should  bear  in  mind  that  prefer- 
ence should  be  given  wherever  possible  to  acceptances  in- 
dorsed by  a  member  bank,  discounted  under  section  13,  not 
only  because  of  the  additional  protection  that  such  indorse- 
ment affords,  but  also  because  of  the  reason  that  acceptances 
discounted  under  section  13  may  be  used  as  collateral  security 
for  the  issue  of  Federal  reserve  notes. 

V. 

So  much  of  Regulation  R,  series  of  1915,  as  relates 
to  the  purchase  in  the  open  market  of  bankers'  acceptances  is 
hereby  superseded. 

GENERAL  OPEN-MARKET  OPERATIONS 

Circular  No.  20,  Series  of  1915.  December  4,  1915. 

The  Federal  Reserve  Act  in  section  14,  under  the  head 
"Open-market  operations,"  provides  that — 

"Any  Federal  reserve  bank  may,  under  the  rules  and 
regulations  prescribed  by  the  Federal  Reserve  Board,  pur- 
chase and  sell  in  the  open  market,  at  home  or  abroad,  either 
from  or  to  domestic  or  foreign  banks,  firms,  corporations,  or 
individuals,  cable  transfers,  and  bankers'  acceptances  and  bills 
of  exchange  of  the  kinds  and  maturities  by  this  Act  made 
eligible  for  rediscount,  with  or  without  the  indorsement  of  a 
member  bank." 

17 


The  Act  also  provides  that  every  Federal  reserve  bank 
shall  have  power — 

"To  deal  in  gold  coin  and  bullion  at  home  or  abroad 

"To  buy  and  sell,  at  home  or  abroad,  bonds  and  notes  of 
the  United  States,  and  bills,  notes,  revenue  bonds,  and  war- 
rants with  a  maturity  from  date  of  purchase  of  not  exceeding 
six  months,  issued  in  anticipation  of  the  collection  of  taxes, 
or  in  anticipation  of  the  receipt  of  assured  revenue  by  any 
State,  county,  district,  political  subdivision,  or  municipality 

"To  purchase  from  member  banks  and  to  sell,  with  or 
without  its  indorsement,  bills  of  exchange  arising  out  of  com- 
mercial transactions,  as  hereinbefore  defined." 

Further  in  the  same  section  permission  is  given  to  each 
Federal  reserve  bank: 

"*  *  *  to  buy  and  sell  *  *  *  through  (its)  corre- 
spondents or  agencies,  bills  of  exchange  arising  out  of  actual 
commercial  transactions  which  have  not  more  than  90  days 
to  run,  and  which  bear  the  signature  of  two  or  more  respon- 
sible parties." 

Several  of  these  classes  of  transactions  have  already  been 
provided  for  in  the  circulars  and  regulations  heretofore  issued 
by  the  Federal  Reserve  Board  as  follows : 

Regulation  F,  series  of  1915,  provides  for  the  purchase 
of  warrants,  revenue  bonds,  etc. 

In  letters  to  the  various  Federal  reserve  banks  the 
conditions  have  been  indicated  under  which  bonds  and  notes 
of  the  United  States  may  be  dealt  in. 

In  Regulation  S,  partly  superseding  Regulation  R,  series 
of  191 5,  conditions  have  been  established  for  the  purchase  of 
bankers'  acceptances  payable  in  the  United  States  in  dollars 
and  growing  out  of  foreign  trade  operations  and  out  of  cer- 
tain domestic  transactions. 

There  remain  still  to  be  dealt  with  the  purchase  and  sale 
of  "cable  transfers"  and  bills  of  exchange,  both  domestic  and 
foreign,  of  the  kinds  and  maturities  by  this  Act  made  eligible 
for  rediscount,  and  bankers'  acceptances  payable  in  foreign 
countries  and  in  foreign  currencies. 

The  present  circular  and  regulation  is  "intended  to  cover 
these  items.  The  Board  wishes  particularly  to  call  attention 
to  the  purpose  of  the  open-market  section  ' of  the  Federal 
Reserve  Act.  It  enables  the  Federal  reserve  banks  to  exert 
a  steadying  influence  upon  prevailing  rates  of  interest  by  the 
use  of  their  purchasing  power  whenever  conditions  make  such 
influence  desirable,  and  when,  owing  to  the  lack  of  applica- 
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tions  for  rediscounts,  they  are  unable  to  influence  rates 
through  the  latter  means.  It  also  affords  to  the  Federal  re- 
serve banks  the  opportunity  of  purchasing  in  the  open  market, 
paper  with  a  view  to  providing  for  their  expenses  and  divi- 
dends. The  Board  is  of  the  opinion  that  the  Federal  reserve 
banks  should,  when  occasion  warrants,  stand  ready  to  engage 
in  open-market  transactions,  as  buyers  or  sellers  to  the  extent 
that  it  is  necessary  to  carry  out  the  purposes  of  the  Act. 

The  Federal  Reserve  Board  does  not  wish  to  be  under- 
stood as  encouraging  expansion  of  credits  at  times  and  under 
conditions  when  there  should  be  contraction,  but  rather  as 
holding  the  view  that  the  Federal  reserve  banks,  taking  cog- 
nizance of  the  conditions  in  their  respective  districts,  should 
avail  themselves  of  the  powers  granted  by  the  Act  as  explained 
in  our  letter  of  October  8,  191 5,  just  as  they  have  done  in  con- 
nection with  other  open-market  powers  conferred  upon  them. 

Regulation  T,  Series  of  1915.  December  4,  1915. 

I.  Definition 

Open-market  operations,  as  contemplated  under  the  Fed- 
eral Reserve  Act,  are  all  those  transactions  authorized  by  sec- 
tion 14  of  the  Act  which  involve  dealings  with  persons  or 
institutions — whether  or  not  members  of  the  Federal  reserve 
system — and  which  do  not  require  the  indorsement  of  a 
member  bank. 

77.    Operations  Provided  For  in  This  Regulation 
r       ^  The  present  regulation  deals 

Cable  irans/ers.  with  operations  in  cable  trans- 

roreign  and  Domestic  bills  0/     £  j  r      •  j  j 

s,  fers  and  foreign  and  domestic 

d    u     >    a  ^      1/     bills  of  exchange  and  bankers' 

Bankers    Acceptances  payable  ^  =»  «,    .  £ 

in  foreign  countries  and  cur-  acceptances  payable  in  fore.gn 
rencies  countries  and  in  foreign  cur- 

rencies. The  statutory  require- 
ments pertaining  thereto  have  already  been  set  forth  in  the 
accompanying  circular. 

777.    Cable  Transfers  and  Foreign  Bills  of  Exchange 

In  order  to  carry  on  open- 
Necessary  to  open  accounts  with     market  transactions  in  cable 
correspondents   or    establish     transfers  and  foreign  bills  of 
agencies  in  foreign  countries.     exchange    (including  foreign 
Bills  must  comply  with  Sections    bankers'  acceptances)  that  is, 
13  and  14.  payments  to  be  made  in,  or  bills 

payable  in  foreign  countries — 
it  will  be  necessary  for  Federal  reserve  banks  to  open  ac- 
counts with  correspondents  or  establish  agencies  in  foreign 
countries.  Such  bills  of  exchange  and  foreign  acceptances 
must  comply  with  the  applicable  requirements  of  sections  13 
,and  14.  As  the  law  prescribes  that  these  connections  are  to  be 
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established  only  with  the  consent  of  the  Federal  Reserve 
Board,  Federal  reserve  banks  will  be  required  to  communi- 
cate with  the  Federal  Reserve  Board  whenever  they  are  ready 
to  enter  these  foreign  fields. 

The  Federal  Reserve  Board 
Not  necessary  bills  be  actually  realizes  that  in  dealing  in  for- 
accepted  at  time  of  purchase.  eiSn  exchange  the  Federal  re- 
Unaccepted  "long  bills"  when  ?* rve  banks  must  necessarily 
purchased,  unless  secured  by  *ave.  wide  discretion  in  de- 
documents,  shall  bear  one  sat-  terminmg  the  rates  at  which 
isfactory  indorsement  other  they  will  buy  or  sell  It  is  not 
than  drawer  or  acceptor.  necessary  that  the  bills  shall 

have  been  actually  accepted  at 
the  time  of  purchase.  The  Fed- 
eral Reserve  Board,  however,  will  require  that  unaccepted 
"long  bills,"  payable  in  foreign  countries,  when  purchased,  un- 
less secured  by  documents,  shall  bear  one  satisfactory  in- 
dorsement other  than  those  of  the  drawer  or  acceptor,  pref- 
erably that  of  a  banker.  Federal  reserve  banks  should 
exercise  due  caution  in  dealing  in  foreign  bills,  and  boards 
of  directors  should  fix  a  limit  within  which  the  acceptances  or 
bills  of  a  single  firm  may  be  taken. 

IV.   Domestic  Bills  of  Exchange 

A  bill  of  exchange  may  be 
Definition  of  Bill  of  Exchange,     defined    as    an  unconditional 

order  in  writing,  addressed  by 
one  person  to  another,  signed  by  the  person  giving  it,  requir- 
ing the  person  to  whom  it  is  addressed  to  pay  on  demand,  or 
at  a  fixed  or  determinable  future  time,  a  certain  sum  in  money 
to,  or  to  the  order  of,  a  specified  person  or  to  bearer. 

A  domestic  bill  of  exchange  is  payable  in  dollars  in  the 
United  States. 

The  Federal  Reserve  Board  has  determined  that  a  bill,  in 
order  to  be  eligible  for  purchase  under  section  14  by  a  Fed- 
eral reserve  bank,  at  the  rate  to  be  established  for  open- 
market  operations — 

Eligible  for  purchase—  00  Must  be  a  bill  the  pro- 

r  \  n  7  1  •  .  7  ceeds  of  which  have  been  used, 
\a)  Proceeds  used  in  pro  due-  ,    ,  ,  .  , 

.      .     ,    .  .  or  are  to  be  used,  in  producing, 

ing,  purchasing*  carrying,  or  <     .  '  .    1  &> 

marketing  goods.  purchasing  carrying,  or  mar- 

*  *  ketmg  goods  m  one  or  more 

No  bM  eligible  proceeds  used    steps  of  production,  manufac- 

f°r  ture,  and  distribution ;  but  shall 

(1)  Permanent  or  fixed  not  be  eligible  if  its  proceeds 
investments.  have  been  used,  or  are  to  be 

(2)  Investments  of  specu-  used,  for  a  permanent  or  fixed 
lative  character.  investment  of  any  kind ;  for  ex- 


20 


ample,  land,  buildings,  machinery,  etc.,  or  for  any  invest- 
ment of  a  merely  speculative  character. 

/a  n         ,    ,       ,.       r  (b)    Must  have  been  drawn 

\b)  Drawri  by  domestic  or  for- 
eign party  upon  party  in 
United  States. 

Member  bank  indorsemerit  ?wt 
necessary. 


by  a  domestic  or  foreign  firm, 
company,  corporation,  or  indi- 
vidual upon  a  firm,  company, 
corporation,  or  individual  in 
the  United  States  ;  but  need  not 
bear  the  indorsement  of  a  member  bank. 

(c)  Must  have  been  accepted 


(c)  Accepted  by  drawee  prior 
to  purchase  by  Reserve  Bank 
unless  accompanied  and  se- 
cured by  approved  warehouse 
receipts,  etc. 


by  the  drawee  prior  to  the  pur- 
chase by  a  Federal  reserve 
bank  unless  accompanied  and 
secured  by  approved  ware- 
house receipts,  bills  of  lading, 
or  other  such  documents  cov- 
ering readily  marketable  goods. 

V.    Domestic  Bills — Conditions  of  Purchase 

(a)  Before  purchasing  do- 
mestic bills  of  exchange,  the 
Federal  reserve  bank  must 
secure  statements  concerning 

the  condition  and  standing  of  the  drawer  of  the  paper,  and,  if 
possible,  also  of  the  acceptor  of  the  bill,  sufficient  to  satisfy  the 
bank  as  to  the  nature  and  quality  of  the  paper  to  be  purchased. 

(b)  No  Federal  reserve 
bank  will  be  permitted  to  pur- 
chase bills  of  any  one  drawer, 
or  issued  upon  one  maker  to  an 
amount  to  exceed  in  the  aggre- 
gate a  percentage  of  its  capi- 
tal, to  be  fixed  from  time  to 
time  by  the  Federal  Reserve 
Board,  except  when  secured  by 
approved  warehouse  receipts, 
bills  of  lading,  or  other  such 
documents  covering  readily 
marketable  goods.  The  aggre- 
gate amount  drawn  on  any  one 

acceptor,  purchased  by  Federal  reserve  banks,  shall  not  ex- 
ceed a  reasonable  percentage  of  the  stated  net  worth  of  the 
parties  whose  names  appear  upon  the  paper. 

VI.  Rates 

Federal  reserve  banks  desiring  to  engage  in  open-market 
transactions  in  domestic  bills  of  exchange  shall  communicate 
to  the  Federal  Reserve  Board  the  rate  they  desire  to  establish, 
for  review  and  determination. 


(#)  Must  secure  statement  of 
drawer  and,  if  possible,  ac- 
ceptor. 


(b)  Not  permitted  to  purchase 
of  one  drawer  or  issued  iipon 
one  maker  in  excess  of  per- 
centage of  its  capital  as  fixed 
by  Board. 

Except  secured  by  approved 
warehouse  receipts,  etc. 

Aggregate  amount  of  one  ac- 
ceptor shall  not  exceed  reason- 
able percentage  of  stated  net 
worth  of  parties  whose  names 
appear  on  paper. 
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Informal  Rulings  of  the  Federal  Reserve 
Board  and  Opinions  of  Counsel 


ELIGIBLE  ACCEPTORS 

October  8,  1915. 
Your  letter  contains  the  following  paragraph : 
"The  point  on  which  he  desires  information  is,  whether 
or  not.  a  firm,  person,  company,  or  corporation  referred  to  in 
said  subdivision  (b)  must  be  engaged  exclusively  in  banking, 
or  the  business  of  accepting  or  discounting,  before  its  accept- 
ances can  be  handled  by  Federal  reserve  banks.  In  other 
words,  a  commission  house  at  Fort  Worth,  as  incident  to  their 
main  business,  are  engaged  in  the  business  of  accepting  and 
discounting;  such  is  not  their  sole  business,  but  they  are  en- 
gaged in  that  business  in  a  limited  degree.  Now,  the  point 
upon  which  I  desire  information  is,  whether  or  not  the  Federal 
reserve  bank  may  handle  acceptances  of  concerns  who  do 
some  accepting  and  discounting,  but  who  do  not  engage  ex- 
clusively in  that  business,  or  in  the  banking  or  trust  company 
business  ?" 

On  this  point  I  am  directed  to  cite  to  you  the  provisions 
of  the  acceptance  regulation,  and  to  say  that  the  question  of 
determining  the  eligibility  of  an  acceptor  under  the  regulation 
is  left  to  the  discretion  of  Federal  reserve  banks  themselves. 
It  is,  of  course,  understood  that  the  Board  would  not  wish 
to  see  concerns  regarded  as  eligible  acceptors  which  are  not 
in  the  habit  of  carrying  on  some  acceptance  business  regu- 
larly and  are  not  generally  of  such  character  and  standing 
as  to  qualify  their  acceptance  as  a  "banker's  acceptance." 

IDENTIFICATION  OF  SPECIFIC  GOODS  UNDER 
ACCEPTANCES 

November  9,  1915. 

The  inquiry  contained  in  your  letter  whether  or  not  the 
Second  National  Bank  can  give  its  assurance  that  its  accept- 
ance is  based  upon  an  import  or  export  transaction  without 
being  able  to  identify  the  specific  goods  covered  by  the  trans- 
action, has  been  placed  before  the  Federal  Reserve  Board. 
It  is  not  necessary  that  the  specific  goods  covered  by  the  ac- 
ceptance must  be  identified  at  the  time  of  the  acceptance. 
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As  a  matter  of  fact,  the  law  says  that  the  transactions 
must  "involve"  the  importation  or  exportation  of  goods,  and 
I  refer  you  to  a  ruling  of  the  Board  in  this  respect,  from 
which  you  may  see  that  the  goods  may  be  purchased  and 
shipped  subsequent  to  the  time  of  the  first  acceptance  (p.  276 
of  the  Bulletin  of  September  1  ;  extract  of  this  opinion  fol- 
lows this  letter)  ;  provided,  however,  that  there  is  a  definite, 
bona  fide  contract  for  the  shipment  of  the  goods  involved 
within  a  specified  and  reasonable  time. 

In  a  similar  manner,  upon  payment  of  the  acceptance,  the 
accepting  bank  may,  for  a  reasonable  period,  accept  new 
drafts  for  the  financing  of  the  original  transaction,  even  after 
the  shipment  and  delivery  of  the  goods;  provided,  however, 
that  such  renewals  be  stipulated  in  the  original  contract  as 
an  incidental  condition  of  the  transaction  of  importation  or 
exportation  upon  which  the  acceptance  is  based. 

Your  correspondent  appears  to  raise  the  further  question 
as  to  the  evidence  that  he  may  accept  as  covering  his  own 
certification  in  the  matter.  The  Board  feels  that,  in  this 
matter,  good  faith  must  be  relied  upon  to  a  large  extent,  and 
that  a  member  bank  would  be  justified  in  putting  on  the 
legend :  "This  acceptance  is  based  upon  a  transaction  in- 
volving the  importation  or  exportation  of  goods provided, 
it  is  satisfied  the  statement  by  its  customer  is  made  in  good 
faith. 

You  are  aware  of  the  fact  that  the  Federal  reserve  bank 
reserves  the  right  to  ask  State  member  banks  for  evidence 
underlying  the  certification  given  to  it,  and  the  bank  examiner 
may  require  evidence  from  the  national  bank.  Member  banks 
would,  therefore,  best  protect  themselves  by  stipulating  for 
themselves  the  right  at  times  to  ask  for  substantiation  of 
the  assurances  given  by  their  customers  that  the  proceeds 
have  been  or  are  to  be  used  for  transactions  involving  the 
importation  or  exportation  of  goods,  unless  the  documents 
passing  through  the  hands  of  the  member  banks  furnish  the 
acceptor  with  sufficient  evidence  of  the  transaction. 

TRANSACTIONS  INVOLVING  THE  IMPORTATION  OR 

EXPORTATION  OF  GOODS 
(Opinion  of  Counsel.)  June  II,  1915. 

A  transaction  in  order  to  be  the  basis  of  a  draft  or  bill 
eligible  for  acceptance  by  a  member  bank  must  itself  involve 
the  importation  or  exportation  of  goods.  A  transaction  wholly 
independent  of  the  transaction  covering  the  importation  or 
exportation  of  goods,  is  not  sufficient  basis  for  an  acceptance 
under  the  terms  of  section  13. 
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AGREEMENTS  FOR  ACCEPTANCE  CREDITS 

The  Federal  Reserve  Board  and  the  Comptroller  of  the 
Currency,  at  the  instance  of  the  Federal  Reserve  Bank  of 
New  York,  have  considered  the  question  whether  a  national 
bank  can  enter  into  an  agreement  under  which  a  line  of  ac- 
ceptance credit  may  be  given  by  such  bank,  the  credit  ex- 
tending for  a  period  of  nine  months  but  the  individual  drafts 
drawn  upon  the  accepting  bank  to  be  payable  at  90  days'  sight 
and  not  to  exceed  the  total  amount  specified  in  the  letter  of 
credit,  and  after  referring  the  question  to  counsel  of  the  Board 
for  an  opinion  issued  a  ruling  in  substance  to  the  effect  that  a 
national  bank  is  authorized  to  enter  into  an  agreement  having 
more  than  six  months  to  run,  by  the  terms  of  which  it  obli- 
gates itself  for  a  period  of  time  specified  in  the  agreement 
to  accept  drafts  drawn  upon  it,  provided  such  drafts  grow 
out  of  transactions  involving  the  importation  or  exportation 
of  goods  and  that  the  individual  drafts  have  not  more  than 
six  months'  sight  to  run. 

The  restrictions  of  section  13  of  the  Federal  Reserve 
Act  would,  of  course,  limit  the  total  amount  of  acceptances 
made  by  any  one  bank,  including  those  described,  to  an  amount 
equal  in  the  aggregate  to  not  more  than  one-half  of  the  paid- 
up  and  unimpaired  capital  stock  and  surplus  of  the  member 
bank,  except  that  by  authority  of  the  Federal  Reserve  Board, 
under  general  regulation  of  the  Board,  a  member  bank  may 
accept  for  an  amount  not  to  exceed  the  amount  of  its  capital 
stock  and  surplus. 

It  should  be  understood,  of  course,  that  the  10  per  cent, 
limitation  imposed  by  section  5200  of  the  United  States  Re- 
vised Statutes  is  not  intended  to  apply  to  the  mere  acceptance 
of  a  bill  of  exchange,  but  that  the  provisions  of  section  5200 
of  the  United  States  Revised  Statutes  would  apply  to  the 
indebtedness  arising  between  the  drawer  of  the  bill  and  the 
accepting  bank  in  case  the  drawer  fails  to  furnish  funds  with 
which  to  meet  the  acceptance  at  maturity. 

It  should  also  be  understood  that  the  limitation  of  six 
months  specified  under  section  13  of  the  Federal  Reserve  Act 
applies  to  the  draft,  but  is  not  construed  as  applying  to  the 
agreement  or  letter  of  credit  under  which  the  draft  is  drawn. 
This  limitation  of  six  months  does,  however,  apply  to  specific 
drafts  drawn  under  such  agreements  or  letters  of  credit,  and 
consequently,  if  the  terms  of  the  agreement  or  letter  of  credit 
imposed  upon  the  holder  for  value  of  the  draft  any  obligation 
to  renew  such  draft  at  maturity  so  that  the  original  draft 
with  the  renewal  thereof  would  remain  an  obligation  of  the 
accepting  bank  for  a  period  exceeding  six  months,  such  agree- 
ment would  be  ultra  vires. 

The  distinction  emphasized  in  connection  with  this  ruling 
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is  this :  While  a  letter  of  credit  or  credit  agreement  may 
lawfully  be  made  by  a  national  bank  which  will  extend  by  its 
terms  for  a  period  exceeding  six  months,  the  agreement  must 
not  be  of  such  a  character  as  will  impose  upon  the  holders  of 
drafts  accepted  thereunder  any  obligation  to  renew  such  drafts 
so  that  the  period  of  acceptance  shall  exceed  six  months  in 
duration  as  to  any  specified  draft. 

CROSSTIE  AND  LUMBER  EXPORTS 

August  12,  19 1 5. 

I  have  received  your  letter  inclosing  a  communication 
relating  to  the  discount  of  bills  drawn  for  the  purpose  of  pro- 
viding funds  with  which  to  export  certain  crossties  and  lumber 
to  Cuba. 

As  I  understand  the  proposed  transaction,  the  paper  to  be 
presented  to  you  would  be  a  draft  drawn  by  certain  brokers  in 
Florida  on  some  New  York  firm,  the  proceeds  to  be  used  for 
the  purchase  and  shipment  of  goods  to  Cuba.  The  draft  would 
be  indorsed  and  presented  to  you  for  rediscount  by  your 
member  bank  before  acceptance,  and  therefore  would  seem 
clearly  within  the  provisions  of  section  13,  relating  to  the 
discount  of  commercial  paper,  and  Regulation  B,  series  1915, 
if  properly  certified  to  by  the  member  bank  as  required  in 
paragraph  III  of  that  regulation. 

I  do  not  understand  how  the  question  of  foreign  accept- 
ances presents  itself  to  your  bank  in  this  case,  because  at  the 
time  you  receive  the  draft  for  discount  it  is  not  accepted  and 
would  come  within  the  regulation  quoted  above.  Even  after 
acceptance  it  would  seem  to  be  eligible  for  rediscount  as  an 
acceptance  based  on  the  exportation  of  goods  as  required 
by  the  act. 

Under  the  facts  as  presented  you  would,  of  course,  charge 
the  prevailing  rate  for  90-day  commercial  paper  and  not  that 
for  acceptances. 

CLASSIFICATION  OF  COTTON  BILLS 

December  10,  1915* 

There  was  recently  received  by  the  Federal  Reserve  Board 
a  letter  from  one  of  the  southern  Federal  reserve  banks 
asking  whether  a  member  bank  would  be  justified,  if  fully 
secured,  in  accepting  drafts  drawn  by  a  local  cotton-buying 
firm  having  a  contract  of  sale  to  foreign  buyers,  if  the  trans- 
action, after  having  been  made  in  good  faith,  ultimately  re- 
sulted in  the  sale  of  the  cotton  to  American  instead  of  for- 
eign purchasers. 

This  question  involved  an  interpretation  of  section  13  of 
the  Federal  Reserve  Act,  it  being  understood  that  the  national 
bank  participating  in  the  transaction  had  received  permis- 
sion from  the  Federal  Reserve  Board  to  accept  drafts  or  bills 
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of  exchange  drawn  upon  it.  It  was  assumed,  in  making  up 
the  hypothetical  case,  that  the  cotton  buyers  had  a  contract  to 
sell  cotton  to  a  firm  in  Liverpool  and  that  they  held  the  cot- 
ton subject  to  shipping  orders  of  the  Liverpool  firm.  Because 
of  freight  rates  and  shipping  conditions  the  Liverpool  firm 
changed  its  policy  and  directed  that  the  cotton  be  delivered 
to  a  State  warehouse  and  following  shipment  to  that  ware- 
house sale  was  made  of  the  cotton  to  a  New  England  spinner. 
It  will  be  seen  that  this  sale  was  not  contemplated  when  the 
original  transaction  was  begun  and  the  acceptance  made  by 
the  national  bank. 

Here  follows  the  letter  of  the  Board  in  connection  with 
the  matter: 

"In  reply  to  your  letter  of  December  I,  the  Board  has 
instructed  me  to  state  to  you  that  in  its  opinion  the  bank  would 
be  justified  in  accepting  drafts  drawn  upon  it,  in  case  at  the 
time  of  the  acceptance  there  is  a  bona  fide  contract  for  the  im- 
portation or  exportation  of  the  goods  involved.  The  bank 
is  in  that  case  financing  in  good  faith  a  transaction  involving 
the  importation  or  exportation  of  goods,  and  if  at  a  later 
date  unforeseen  events  should  prevent  the  importation  or  ex- 
portation and  therefore  cause  a  different  disposition  from 
what  was  contemplated  when  the  transaction  was  entered  into 
the  Board  does  not  think  that  the  bank  would  be  considered 
as  having  acted  ultra  vires  in  having  accepted  for  the  trans- 
action in  question." 

CATTLE  PAPER 

January  6,  1916. 

Your  letter  stating  that  a  large  cattle  loan  company  has 
taken  up  with  a  New  York  banking  institution  an  arrange- 
ment under  which  it  may  draw  drafts  with  maturities  to  90 
days,  attaching  to  the  draft  a  chattel  mortgage  on  cattle 
securing  the  amount,  has  had  the  consideration  of  the  Federal 
Reserve  Board. 

It  is  the  view  of  the  Board  that  cattle  should  be  con- 
sidered as  a  readily  marketable  commodity  and  that  the  Fed- 
eral Reserve  Bank  of  St.  Louis  may  consider  as  eligible  a 
bankers'  acceptance  secured  by  a  chattel  mortgage  on  cattle. 

DISCOUNT  OF  ACCEPTANCES  "BASED  ON  THE  IM- 
PORTATION OR  EXPORTATION  OF  GOODS" 
(Opinion  of  Counsel) 
Federal  reserve  banks  may,  under  section  13  of  the 
Federal  Reserve  Act,  discount  acceptances  based  on  the  ship- 
ment of  goods  (a)  between  the  United  States  and  any  for- 
eign country ;  (b)  between  any  two  or  more  foreign  countries, 
and  (c)  between  the  continental  United  States  and  Porto  Rico, 
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the  Philippines,  or  the  Canal  Zone ;  but  not  acceptances  based 
on  the  shipment  of  goods  between  the  continental  United 
States  and  Hawaii  or  between  any  two  parts  of  the  con- 
tinental United  States. 

DISCOUNT  OF  ACCEPTANCES  INDORSED  BY  MEMBER 

BANKS  LOCATED  IN  ANOTHER  DISTRICT 
{Opinion  of  Counsel.)  April  30,  1915. 

Federal  reserve  banks  may,  under  the  provisions  of  sec- 
tion 13,  discount  acceptances  based  on  the  importation  or  ex- 
portation of  goods,  provided  they  have  a  maturity  at  time  of 
discount  of  not  more  than  three  months,  and  provided  fur- 
ther, that  they  are  indorsed  by  at  least  one  member  bank.  It 
is  immaterial  whether  this  member  bank  is  located  in  the 
district  of  the  Federal  reserve  bank  which  is  making  the  dis- 
count or  in  any  other  district,  the  term  "member  bank"  being 
broad  enough  to  include  member  banks  wherever  located. 

Such  discounts  being  made  under  the  provisions  of  sec- 
tion 13,  are  eligible  as  collateral  security  for  Federal  reserve 
notes  issued  under  the  provisions  of  section  16. 

FORWARD  DISCOUNT  RATES 
(Opinion  of  Counsel.)  May  18,  1915- 

Federal  reserve  banks  may,  under  the  established  right 
to  fix  discount  rates  for  acceptances  or  other  eligible  paper, 
fix  a  forward  rate;  that  is,  a  rate  to  apply  at  a  future  time. 
Such  a  rate  is  calculated  to  accommodate  trade  and  commerce 
as  required  by  the  Act,  and  will  tend  to  obviate  speculation 
due  to  fluctuating  rates. 

DISCOUNT  OF  RENEWALS 

June  16,  1915. 

You  are  mistaken  in  thinking  that  the  Board  has  re- 
stricted the  Federal  reserve  banks'  discount  privilege  to  ac- 
ceptances pertaining  "to  the  original  transactions  only"  and 
that  the  Federal  reserve  banks  could  not  discount  renewals. 

Whenever  a  member  bank  accepts  "drafts  drawn  upon  it 
and  growing  out  of  transactions  involving  the  importation 
or  exportation  of  goods  having  not  more  than  six  months' 
sight  to  run"  the  Federal  reserve  banks  may  discount  the 
same,  provided  that  at  the  time  of  the  discount  they  do  not 
run  more  than  three  months.  If  the  transaction  has  not  been 
liquidated  by  the  time  the  first  acceptance  matures,  and  the 
member  bank,  under  the  law,  may  in  that  case  renew  the 
acceptance,  there  is  no  reason  why  the  Federal  reserve  bank 
may  not  discount  such  renewed  acceptance,  though,  of  course, 
the  Federal  reserve  bank  may  not  engage  in  advance  to  dis- 
count any  renewals. 
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CONDITIONS  ATTACHED  TO  AND  AFFECTING  NEGO- 
TIABILITY OF  BILLS  OF  EXCHANGE 
AND  ACCEPTANCES 
(Opinion  of  Counsel.)  February  2,  1915. 

A  bill  of  exchange,  in  order  to  be  negotiable,  must  be  an 
unconditional  order  to  pay,  on  demand  or  at  a  fixed  or  de- 
terminable future  time,  a  certain  sum  of  money  to  order,  or  to 
bearer.  If  payment  is  dependent  upon  the  happening  of  a 
certain  contingency  the  bill  is  conditional  and  non-negotiable. 
If  payment  is  confined  to  the  proceeds  of  a  particular  fund 
and  is  not  chargeable  to  the  general  credit  of  the  drawer  the 
bill  is  conditional  and  non-negotiable. 

A  general  acceptance  of  a  conditional  bill  or  a  conditional 
acceptance  of  an  unconditional  bill  makes  the  acceptance  a 
conditional  one  and  destroys  its  negotiability. 
*'«  There  is  some  doubt  in  the  courts  whether  the  mere 
reference  to  a  particular  consignment  of  goods  makes  the  bill 
conditional,  some  courts  stating  that  it  is  merely  an  indication 
of  the  fund  out  of  which  the  drawee  is  to  reimburse  himself ; 
other  courts  holding  that  it  makes  the  bill  conditional  because 
limiting  payment  to  the  proceeds  of  the  particular  shipment 
referred  to.  There  is  no  doubt,  however,  that  a  reference, 
in  general  terms,  on  the  face  of  an  accepted  bill  to  the  fact  that 
it  is  based  on  the  exportation  or  importation  of  goods  would 
not  make  it  conditional  and  non-negotiable,  and  it  would  not, 
therefore,  be  ineligible  for  discount  under  the  provisions  of 
section  13  of  the  Federal  Reserve  Act. 

WAIVER  OF  DEMAND,  NOTICE  AND  PROTEST 
(Opinion  of  Counsel.)  February  13,  I9T5' 

The  acceptor  of  a  bill  of  exchange  is  the  principal  debtor. 
The  law  requires  that  notice  of  demand  and  protest  be  given 
to  parties  secondarily  liable  in  case  of  dishonor.  This  right 
to  receive  notice  is  a  personal  one  which  may  be  waived  by 
the  parties  entitled  thereto — that  is,  the  drawer  and  indorsers ; 
but  such  waiver  has  no  effect  on  the  acceptor,  or  principal 
debtor. 

CLASSIFICATION  OF  TRADE  ACCEPTANCES 

March  4,  1916. 

You  say  in  your  letter,  "If  no  mention  were  made  on  the 
draft  of  the  transaction  being  based  on  an  importation  of 
goods,  I  take  it  that  the  acceptance  might  be  classed  as  a 
trade  acceptance."  The  fact  that  importation  or  exportation 
is  involved  does  not  exclude  the  character  of  a  trade  accept- 
ance at  all.  Quite  the  contrary.  You  will  have  seen  from  our 
letter  of  January  21  that  we  have  provided  that  trade  accept- 
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ances  which  originate  through  importations  from  foreign 
countries  and  which  are  indorsed  by  banks  or  bankers  may,  if 
necessary,  be  taken  within  the  range  of  bankers'  acceptances ; 
that  is,  between  2  per  cent,  and  4  per  cent.  There  is,  there- 
fore, no  reason  at  all  why  you  should  not  buy  this  paper  on  a 
satisfactory  basis  without  being  subject  to  the  50  per  cent, 
or  100  per  cent,  limit. 

TRADE  ACCEPTANCES 

January  21,  igi6. 

The  Federal  Reserve  Board  is  in  receipt  of  a  letter,  copy 
of  which  is  herewith  inclosed,  suggesting  as  a  temporary 
modification  of  Regulation  T  that  the  statement  required 
under  paragraph  V,  in  regard  to  bills  indorsed  by  banks  and 
bankers,  in  certain  cases,  be  considered  as  applying  to  the 
banks  or  bankers,  rather  than  to  the  drawers  and  acceptors 
of  bills. 

After  due  consideration  the  Board  expects  to  meet  this 
request,  and  when  reissuing  the  regulations  for  the  year  1916 
intends  to  make  the  corresponding  change.  Pending  that,  you 
are  authorized  to  buy  such  bills  of  exchange  drawn  in  foreign 
countries  on  American  acceptors,  provided,  however,  that 
where  it  may  prove  impossible  to  secure  information  from 
the  acceptor  or  drawer  it  will  be  necessary  that  a  satisfactory 
statement  from  the  indorsing  bank  or  banker  should  be  previ- 
ously obtained  covering  the  financial  condition  of  said  indors- 
ing bank  or  banker.  Such  bills  may  be  taken  at  rates  within 
the  range  fixed  from  time  to  time  for  bankers'  acceptances. 

(Inclosure.) 

Dear  Sirs :  A  considerable  volume  of  trade  acceptances 
is  coming  forward  from  the  Orient,  drawn  by  sellers  of  goods 
in  the  Orient  upon  well-known  importing  and  manufacturing 
concerns  in  the  United  States.  These  are  purchased  in  the 
Orient  by  the  branches  of  leading  banking  institutions  and 
other  similar  banks  and  bankers.  The  branches  of  these 
banks  in  the  United  States  receive  the  bills  from  the  Orient, 
have  them  accepted,  and  then  sell  them  in  the  open  market 
with  their  indorsement.  Such  bills  sell  at  a  rate  equal  to  or 
approximating  closely  the  rate  for  bankers'  acceptances. 

Regulation  T  provides  that  "before  purchasing  domestic 
bills  of  exchange,  the  Federal  reserve  bank  must  secure 
statements  concerning  the  condition  and  standing  of  the 
drawer  of  the  paper,  and,  if  possible,  also  of  the  acceptor  of 
the  bill  sufficient  to  satisfy  the  bank  as  to  the  nature  and 
quality  of  the  paper  to  be  purchased." 

In  the  case  of  bills  of  the  kind  I  have  described  it  would 
be  manifestly  impossible  for  us  to  secure  statements  of  the 
drawer  and  we  feel  that  it  would  be  impracticable  for  the 
present  at  least,  to  obtain  statements  from  the  acceptors,  since 
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they  have  no  interest  in  what  becomes  of  the  bill.  Yet  it 
seems  to  us  of  importance  that  we  should  be  able  to  buy  such 
drafts  when  indorsed  by  responsible  banks  or  bankers  (from 
whom  we  could  obtain  satisfactory  statements  of  conditions). 

Possibly  in  the  forthcoming  regulation  in  cases  where 
such  bills  are  indorsed  by  banks  or  bankers  and  are  sold  on 
their  credit,  the  statement  required  might  be  that  of  the  bank 
or  banker.  We  are  anxious,  however,  to  make  progress  in 
the  matter  promptly,  and  I  am  writing  to  inquire  whether 
it  would  not  be  possible  for  the  Board  to  advise  Federal  re- 
serve banks,  as  a  temporary  modification  of  Regulation  T, 
that  the  statement  required  under  paragraph  V,  in  regard  to 
bills  indorsed  by  banks  or  bankers,  might  be  considered  as 
applying  to  the  banks  or  bankers,  rather  than  to  the  drawers 
and  acceptors  of  bills. — January  13,  1916. 

TRANSACTIONS  INVOLVING  IMPORTATION  OR 
EXPORTATION  OF  GOODS 

October  26,  1915. 

Your  letter  inquiring  whether  a  90-day  sight  draft  drawn 
by  a  firm  in  Calcutta  on  a  company  in  Boston  and  accepted 
by  that  firm,  covering  a  transaction  involving  the  transpor- 
tation of  merchandise  from  Calcutta  to  Honolulu,  should  be 
accepted  by  you  as  an  eligible  bankers'  acceptance  is  received. 

My  impression  is  that  it  could  not  be  accepted  as  a  bank- 
ers' acceptance,  but  could  be  as  a  trade  acceptance.  It  is 
supposed  that  the  company  is  not  granting  a  bankers'  credit 
in  order  to  finance  a  shipment  of  goods  from  Calcutta  to 
Honolulu,  but  probably  the  company  has  bought  the  goods  in 
Calcutta  and  is  shipping  them  to  Honolulu  as  a  consignment 
or  as  the  consequence  of  a  sale  there. 

It  is  true  that  our  regulation  permits  as  eligible  the 
acceptance  of  a  firm  "engaged  in  the  business  of  accepting 
or  discounting,"  but  my  understanding  is  that  this  accepting 
must  be  done  by  the  firm  or  corporation  acting  as  banker; 
that  is  to  say,  granting  an  acceptance  credit  and  not  simply 
using  its  acceptance  to  finance  its  own  transactions. 

PURCHASE  OF  SINGLE-NAME  PAPER  IN 
OPEN  MARKET 
(Opinion  of  Counsel.)  October  8,  1915. 

Any  Federal  reserve  bank  may,  under  the  provisions  of 
section  14  of  the  Federal  Reserve  Act,  purchase  acceptances 
and  bills  of  exchange  of  certain  kinds  and  maturities  in  the 
open  market,  but  promissory  notes  as  distingished  from  bills 
of  exchange,  whether  one  or  more  names,  are  not  eligible 
for  such  purchase. 
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AUTHORITY  TO  PURCHASE  ACCEPTANCES 

June  14,  IQ15. 

Your  letter  relative  to  acceptances,  and  asking  if  it  is 
necessary  to  have  authority  from  the  Federal  Reserve  Board 
to  undertake  acceptance  business,  is  received. 

No  authority  from  the  Federal  Reserve  Board  is  neces- 
sary, unless  you  wish  to  conduct  a  business  in  acceptances 
in  excess  of  50  per  cent,  of  your  capital  and  surplus. 

RESPONSIBILITY  ON  ACCEPTANCES 

December  16,  1915. 

In  reply  to  your  letter  inquiring  as  to  whether  "the  Fed- 
eral Reserve  Board  will  require  statements  which  must  prove 
satisfactory  to  them,  or  whether  it  means  that  forms  only  of 
statements  made  by  acceptors  of  bills  of  this  character  are 
to  be  approved  by  them,"  I  am  instructed  to  say  that,  as  the 
language  of  the  regulation  indicates,  the  Board  has  held  only 
that  the  statement  shall  be  satisfactory  in  form. 

The  reason  for  adopting  this  policy  is  that  the  Board 
feels  that  the  ultimate  responsibility  in  purchasing  these 
acceptances  must  rest  with  the  banks,  and  that  the  Board 
in  passing  upon  the  actual  balance  sheet  would  be  in  a  posi- 
tion of  having  passed  upon  the  quality  of  the  credit  of  the 
acceptor.  The  Board  deems  it  its  duty  only  to  see  to  it  that 
the  bank  takes  adequate  precaution  in  satisfying  itself  as  to 
the  standing  of  the  acceptor. 

You  asked  the  Board  to  furnish  you  with  a  supply  of 
forms.  The  Board  recognizes  that  there  must  be  some  elas- 
ticity in  the  requirements  governing  statements  of  private 
bankers.  The  very  large  firms  would  not  be  willing  to  give 
a  statement  as  detailed  as  would  be  necessary  in  dealing  with 
firms  of  lesser  importance. 

ELIGIBLE  ACCEPTANCES      January  8,  1916. 

The  Federal  Reserve  Board  recently  received  a  telegram 
from  a  Federal  reserve  bank  stating  that  the  bank  was  offered 
acceptances  drawn  by  a  manufacturer  on  and  accepted  by  a 
trust  company  in  the  city  in  which  the  bank  is  located.  The 
trust  company  is  not  a  member  of  the  Federal  reserve  sys- 
tem. It  was  stated  that  the  proceeds  were  to  be  used  for 
the  purchase  of  raw  material  and  the  payment  of  labor  used  in 
manufacturing.  The  goods  had  not  been  sold,  and  the  drawer 
could  not,  therefore,  comply  with  sub-section  d,  section  3, 
Regulation  S,  and  furnish  to  the  Federal  reserve  bank  ware- 
house receipts  or  other  instruments  desired. 

While  these  acceptances  were  stated  by  the  bank  to  be 
a  safe  investment,  it  was  held  by  the  Federal  Reserve  Board, 
after  careful  consideration,  that  they  were  not  of  a  kind 
eligible  to  be  taken  by  a  Federal  reserve  bank. 
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RATES  FOR  DOMESTIC  ACCEPTANCES 

January  27,  igi6. 

In  reply  to  your  letter  inquiring  whether  your  rate  on 
bankers'  acceptances  includes  domestic  acceptances,  I  am 
instructed  to  say  that  the  Board  considers  domestic  accept- 
ances to  be  included. 

DRAFTS  PURCHASED  IN  OPEN  MARKET 

February  1,  1916. 

I  wish  to  acknowledge  receipt  of  your  letter,  inclosing  a 
copy  of  a  draft  drawn  by  a  certain  company  and  purchased 
by  you  in  the  open  market  as  a  bankers'  acceptance. 

You  are  advised  that  this  draft  does  not  come  within  the 
definition  of  a  bankers'  acceptance  as  set  forth  in  paragraph 
I,  Regulation  S,  series  of  191 5.  It  is  accepted  by  the  bank 
and  not  by  the  land  company,  which  is  the  drawee.  Under 
the  requirements  of  the  regulations  of  the  Board,  a  draft  to  be 
eligible  as  an  acceptance  must  be  accepted  by  the  drawee  and 
not  by  anyone  else.  You  are  advised,  therefore,  that  the  paper 
in  question  is  not  a  bankers'  acceptance  within  the  meaning 
of  the  regulations  of  the  Board  and  is  not  eligible  for  pur- 
chase as  such  by  you. 

It  is  ineligible  for  purchase  as  a  trade  acceptance  for  the 
same  reason.  The  fact  that  the  land  company  has  stamped 
the  bill  a  trade  acceptance  and  has  signed  such  statement  as 
"acceptor"  does  not  in  itself  make  it  a  trade  acceptance.  The 
bill  was  accepted  by  the  bank  and  not  by  the  land  company, 
which  appeared  on  the  bill  merely  as  an  indorser.  It  was, 
therefore,  not  eligible  for  purchase  by  you  as  a  trade  accept- 
ance under  Regulation  P,  series  of  1915,  which  requires  a  bill 
to  be  accepted  by  the  company,  firm,  corporation,  or  person 
upon  whom  it  is  drawn.  It  is  suggested,  therefore,  that  you 
make  arrangements  with  the  parties  in  question  to  have  the 
bill  drawn  in  such  form  as  will  conform  to  the  regulations  of 
the  Board. 

If  it  is  desired  that  the  acceptance  be  made  by  the  bank, 
the  land  company  should  make  arrangements  with  such  bank 
in  advance  and  the  bill  should  be  drawn  on  that  bank  and  not 
on  the  land  company.  The  bank  as  drawee  could  then  properly 
make  an  acceptance  eligible  for  purchase  as  a  bankers'  accept- 
ance. If  the  company  drawing  the  draft  desires  the  credit  of 
the  land  company,  in  addition  to  that  of  the  bank,  they  should 
arrange  to  have  such  company  sign  as  indorser. 

ACCEPTANCES  NOT  SUBJECT  TO  STAMP  TAX 

April  3,  19 16. 

This  ruling  as  to  revenue  stamps  on  acceptances  has  been 
made  by  the  Acting  Commissioner  of  Internal  Revenue, 
Treasury  Department,  *and  no  stamps  need  be  used. 
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